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I — I  REA  makes  long-term,  interest-bearing  loans 
to  locally  owned  electric  and  telephone  systems 
in  rural  areas. 

I — I  REA  does  not  construct,  own,  or  operate  any 
electric  or  telephone  facility. 

LJ  Systems  financed  by  REA  serve  5  million  rural 
electric  consumers  and  about  a  million  tele- 
phone subscribers. 

LJ  Electric  facilities  are  located  in  2,700  of  the 
3,100  counties  in  the  continental  United  States. 

I — I  The  electric  systems  serve  thinly  populated 
rural  areas.  They  average  3.3  consumers  per 
mile  of  line;  urban  utilities  average  better  than 
32  per  mile  of  line. 

LI  REA  borrowers  repay  their  loans  promptly, 
even  ahead  of  schedule.  In  the  electric  pro- 
gram, they  have  paid  into  the  U.S.  Treasury 
more  than  a  billion  dollars  in  principal  and 
more  than  half  a  billion  dollars  in  interest. 

I_J  Most  REA  borrowers  are  cooperatives.  These 
are  private  enterprises,  providing  service  to 
members,  who  own  and  control  them,  on  a 
non-profit  basis. 

LJ  Result  of  the  REA  programs  is  improved  farm 
production,  higher  levels  of  rural  living,  addi- 
tional payrolls,  whole  new  industries,  more 
dollars  on  Main  Street,  a  broader  tax  base,  and 
a  strengthened  American  economy. 
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REA  ESTABLISHED  IN  1935 

The  Rural  Electrification  Administration  was  estab- 
lished May  11,  1935,  by  Executive  Order  of  the  Pres- 
ident. The  Rural  Electrification  Act  of  1936  author- 
ized a  10-year  electrification  loan  program,  which 
was  extended  indefinitely  in  1944.  REA  has  been 
an  agency  in  the  Department  of  Agriculture  since 
1939-  Its  Administrator  is  appointed  by  the  Presi- 
dent, subject  to  Senate  confirmation.  The  present 
Administrator,  Norman  M.  Clapp  of  Wisconsin,  took 
office  in  March  1961. 


WHAT  REA  DOES 

In  the  field  of  rural  electrification,  REA  is  empow- 
ered to  make  loans  to  qualified  borrowers,  with  pref- 
erence to  non-profit  and  cooperative  associations  and 
to  public  bodies.  These  loans  are  made  to  finance 
the  construction  and  operation  of  generating  plants, 
electric  transmission  and  distribution  lines  or  systems 
to  provide  initial  and  continued  adequate  electric 
service  to   persons  in  rural  areas. 


REA  loans  to  finance  the  construction  of  generation 
and  transmission  facilities  are  made  only  under  the 
following  conditions: 

(1)  Where  no  adequate  and  dependable 
source  of  power  is  available  to  meet 
the  consumers'  needs;  or 


(2)  Where  the  rates  offered  by  existing 
power  sources  would  result  in  a  high- 
er cost  of  power  for  the  consumers 
than  the  cost  from  facilities  financed 
by  REA;  or 

(3)  Where  generation  and  transmission 
facilities  are  necessary  to  protect  the 
security  and  effectiveness  of  REA- 
financed  systems. 

Distribution  systems  constructed  by  REA  borrowers 
are  designed  to  serve  entire  rural  areas,  including  less 
densely  settled  sections  as  well  as  the  more  populous 
areas.  The  "area  coverage"  policy  has  become  increas- 
ingly important  as  the  rural  electrification  job  has 
progressed. 

REA  itself  operates  no  electric  facilities.  Its  main 
functions  are  to  lend  money  and  assure  repayment 
through  appropriate  loan-supporting  activities.  Loans 
are  repaid  from  operating  revenues  of  the  locally 
owned,  locally  managed  systems.  The  loans  bear  2 
percent  interest  and  are  repaid  over  a  maximum 
period  of  35  years.  Part  of  each  consumer's 
monthly  payments  for  electricity  goes  to  pay  off  the 
Government  loans. 
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GROWTH  OF  FARM  ELECTRIFICATION 

Farm  electrification  had  advanced  very  slowly  in  the 
United  States  during  the  53-year  period  from  1882, 
when  the  first  central  generating  system  went  into 
service,  to  1935.  Only  10.9  percent  of  all  farms  in 
the  United  States  had  electric  service  in  that  year. 


Since  its  establishment,  REA  has  greatly  stimulated 
extension  of  electric  service  into  rural  areas.  REA 
estimates  that  97.6  percent  of  the  3.7  million  farms 
recorded  in  the  1959   U.S.  Census  of  Agriculture  are 


now  electrified.  REA-financed  electric  systems  serve 
slightly  more  than  half  of  these  electrified  farms. 

Despite  the  high  percentage  of  farms  electrified,  the 
task  of  REA  and  its  borrowers  is  far  from  complete. 
Rural  distribution  systems  continue  to  require  increas- 
ing supplies  of  wholesale  power.  System  capacity  is 
being  increased,  and  more  than  100,000  new  rural  con- 
sumers are  being  connected  each  year. 

ELECTRIC  LOAN  STATISTICS 

REA  has  made  93  percent  of  its  electrification  loans 
to  cooperatives  organized  under  state  laws  by  rural 
people  seeking  electric  service.  These  organizations 
are  local,  independent,  private  enterprises. 

Loans  approved  by  REA  amount  to  $4.8  billion.  A 
little  more  than  $4  billion  of  these  loan  funds  have 
been  advanced  to  borrowers  to  pay  for  construction 
under  way  or  completed.  They  have  been  made  to 
1,096  borrowers.  These  borrowers  include  993  co- 
operatives, 51  public  power  districts,  28  other  public 
bodies,  and  24  electric  companies.  There  are  nearly 
1,000  active  borrowers— those  with  outstanding  loan 
balances.  Borrowers  operate  close  to  1.5  million  miles 
of  line  serving  more  than  5  million  consumers  in  46 
States,  the  Virgin  Islands  and  Puerto  Rico. 
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HOW  THE  MONEY  IS  USED 

About  72  percent  of  the  loan  funds  thus  far  approved 
by  REA  have  been  for  electric  distribution  facilities: 
Poles,  conductor,  a  wide  variety  of  system  equipment, 
headquarters  buildings,  trucks,  etc. 


Approximately  27  percent  of  the  REA  loan  money  has 
been  used  to  construct  generating  and  transmission 
facilities.     REA-financed  generating  plants  in  opera- 


Location  of  Electric  Borrowers 


tion  have  a  total  installed  capacity  of  1,956,000  kilo- 
watts—or about  1  percent  of  the  total  installed  ca- 
pacity of  the  electric  industry  in  the  United  States. 

About  1  percent  of  the  loans  has  been  made  for  fi- 
nancing farmstead  installation  of  wiring,  plumbing, 
electrical  equipment,  and  irrigation  facilities. 


INCREASING  USE  OF  ELECTRICITY 

Use  of  electricity  from  REA-financed  lines  by  resi- 
dential consumers,  including  farm  and  non-farm,  has 
more  than  doubled  in  the  past  10  years.  In  1952  the 
average  monthly  consumption  of  electricity  per  con- 
sumer was  182  kilowatt-hours.  In  1962  the  average 
was  400  kwh  per  month.     Demand  continues  to  rise. 

About  38  percent  of  the  power  distributed  by  REA 
borrowers  is  purchased  from  electric  companies.  These 
purchases  represent  a  business  of  $100  million  a  year 
to  the  companies.  A  similar  amount  is  purchased 
from  Federal  agencies,  like  TVA.  Purchases  from 
municipal  plants  and  miscellaneous  sources  account 
for  about  7  percent  of  the  power  requirements  of  REA 
borrowers.  The  remainder— about  16  percent  — is  gen- 
erated by  the  borrowers  themselves. 


Rural  residential  consumers  are  using  electric  energy 
in  much  greater  amounts  than  was  expected  when  the 
original  lines  were  built.  On  the  farm  alone,  more 
than  400  uses  of  electricity  are  known;  at  least  250 
of  them  increase  production  or  make  farming  more 
profitable.  As  a  result  of  this  increasing  usage,  the 
rural  power  distributors  are  faced  with  the  necessity 
of  "heavying  up"  their  lines  and  substations  to  keep 
abreast  of  the  growing  demand.  A  program  of  system 
improvements  has  been  a  major  activity  of  most  REA 
electrification  borrowers  in  recent  years. 
An  important  result  of  the  rural  electrification  pro- 
gram is  the  increased  business  it  brings  into  rural  com- 
munities. The  rural  market  for  electrical  appliances 
and  equipment  is  estimated  at  more  than  $1  billion 
a  year.  In  addition,  the  availability  of  electric  power 
in  rural  areas  encourages  the  establishment  of  indus- 
try and  general  economic  development. 

RECORD  OF  REPAYMENTS 

REA  electric  borrowers  have  paid  to  the  Government 
$1.7  billion  on  their  loans.  This  includes  $967.7  mil- 
lion repaid  on  principal,  $562.8  million  paid  in  inter- 
est, and  $203.4  million  paid  ahead  of  schedule.  Only 
two  borrowers  are  overdue  in  payments  amounting  to 
$140,000.  Loans  to  100  borrowers  have  been  repaid  in 
full.  Only  two  loans,  representing  a  combined  loss  of 
$44,478,  have  been  foreclosed. 

BRINGING  DOWN  COSTS 

Success  in  rural  electrification  has  not  been  easy. 
REA  and  its  borrowers  fought  constantly  to  overcome 
such  cost-hiking  factors  as  low  density,  poor  load 
factor,  difficult  terrain,  and  distance  from  power  supply. 
REA  pioneered  long-span  distribution  line,  standardized 
rural  system  design,  and  insisted  on  long-life  materials 
and  equipment  to  hold  down  construction  and  mainten- 
ance costs.  REA  has  long  provided  technical  assistance 
in  the  fields  of  engineering,  accounting,  power  use  pro- 
motion, and  management  improvement.  Consumers 
who  are  members  of  rural  electric  cooperatives  do  their 
part  by  reading  their  own  meters  in  some  areas.  They 
donated  rights-of-way  for  the  lines.  The  elected  di- 
rectors serve  without  pay.  As  a  result,  rates  for  electric 
service  decreased  steadily  in  recent  years,  but  the  aver- 
age in  rural  areas  still  is  higher  than  in  cities. 
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The  Typical  Electric  Borrower 

The  typical  REA  electric  borrower  is  a  cooperative, 
consumer-owned  and  locally  managed.  It  is  about  25 
years  old. 

This  average  borrower  serves  slightly  more  than  5,000 
rural  consumers  located  in  parts  of  three  counties. 
Consumers  average  3.3  per  mile  of  line.  Some  55 
percent  of  the  meters  are  located  on  farms  in  the  serv- 
ice area;  the  remaining  45  percent  are  in  non-farm 
rural  homes,  schools  and  churches,  and  rural  busi- 
ness firms  and  industries. 

Last  year,  REA's  typical  borrower  took  in  $675,000 
in  revenues.  Each  residential  consumer  on  its  lines 
used  about  375  kilowatt-hours  of  electricity  a  month. 
The  average  for  all  types  of  consumers,  including 
businesses,  rose  to  an  estimated  489  kwh  per  month. 
The  co-op  buys  its  wholesale  supply  of  power  from  a 
nearby  power  company  which  serves  urban  territory. 
When  the  co-op  was  organized  in  1938,  only  about 
7  percent  of  the  farm  people  in  the  counties  it  serves 
had  central  station  electric  service.  Today  97.6  per- 
cent of  the  farmers  have  it. 

The  membership  turns  out  once  a  year— in  late  sum- 
mer—for the  co-op's  annual  meeting.  At  that  time, 
the  officers  and  directors,  the  manager,  and  key  em- 
ployees report  to  the  members  on  problems  and  prog- 
ress. The  members  vote  to  fill  board  vacancies;  the 
board  of  nine  directors  later  elects  officers  from  its 
own  ranks.  The  co-op  manager  is  responsible  to  the 
board,  and  the  other  co-op  employees  are  responsible 
to  the  manager. 

The  co-op  is  a  good  credit  risk.  It  has  borrowed  a 
total  of  $4.1  million  from  REA  in  several  loans,  and 
it  has  made  payments  of  principal  and  interest  amount- 
ing to  about  $1.4  million.  About  $178,000  of  this 
amount  represents  payments  made  ahead  of  schedule. 

Net  worth  of  the  co-op  stands  at  an  estimated  $812,- 
000.  Net  worth  as  a  percentage  of  total  assets  is 
21.1  percent.  The  co-op  provides  service  on  a  non- 
profit basis.  Margins  from  the  co-op's  operations  are 
credited  to  the  consumers  as  their  paid-in  capital  in 
the  enterprise. 

Twenty-nine  employees,  all  local  residents,  are  on  the 
co-op's  payroll.  The  headquarters  building  is  one  of 
the  rural  community's  modern  structures,  and  the 
co-op  paid  $24,360  last  year  in  local  taxes. 


The  Typical  Telephone  Borrower 

Two  out  of  three  REA  telephone  borrowers  are  inde- 
pendent telephone  companies— among  the  3,000  inde- 
pendent systems  in  this  country.  Ownership  of  the 
system  usually  is  held  within  the  local  community. 
Although  some  parts  of  the  system  may  have  a  his- 
tory running  back  many  years,  the  average  company 
has  been  an  REA  borrower  7  years. 

This  average  borrower  provides  service  to  approxi- 
mately 1,800  subscribers  located  in  several  small  towns 
and  the  surrounding  rural  areas.  Of  these  subscrib- 
ers, 38  percent  received  initial  service  as  a  result  of 
REA  financing. 

The  company  has  4  central  offices,  providing  modern 
dial  service  over  435  miles  of  pole  line,  cable,  and 
buried  plant.  Telephones  in  service  include  1,600 
residential  and  220  for  business.  In  addition,  12  per- 
cent of  the  subscribers  have  telephone  extensions. 

Last  year,  REA's  typical  telephone  borrower  took  in 
$164,600  in  operating  revenues,  one-third  of  this 
coming  from  toll  calls.  It  has  borrowed  a  total  of 
$1,162,000  in  several  loans,  and  has  paid  $120,000  in 
principal  and  interest  on  its  REA  indebtedness.  Net 
worth  of  the  borrower  stands  at  an  estimated  $89,240. 

This  average  REA  borrower  has  a  modern  headquar- 
ters building,  employs  an  office  and  maintenance  staff 
numbering  14  persons,  and  paid  taxes  amounting  to 
$14,560  in  1961. 


Location  of  Telephone  Borrowers 


TELEPHONE  PROGRAM  AUTHORIZED  1949 

On  October  28,  1949,  REA  was  authorized  to  make 
loans  for  the  purpose  of  improving  and  extending 
telephone  service  in  rural  areas.  Under  this  authori- 
ty, provided  by  Congress  in  an  amendment  to  the 
Rural  Electrification  Act,  REA  is  empowered  to  make 
loans  to  existing  companies  and  to  cooperative,  non- 
profit, limited-dividend,  or  mutual  associations.  As 
in  the  electric  program,  loan  terms  include  a  2  per- 
cent rate  of  interest  and  a  maximum  repayment  peri- 
od of  35  years.  As  a  matter  of  loan  security,  REA 
provides  engineering  advice  and  management  assist- 
ance, where  needed,  to  help  borrowers  in  the  con- 
struction and  efficient  operation  of  their  systems. 

SERVICE  IS  BASIC  OBJECTIVE 

A  major  objective  of  the  telephone  program  is  area- 
wide  coverage  to  avoid  cutting  off  pockets  of  poten- 
tial subscribers  from  future  service.  In  the  law  au- 
thorizing telephone  loans,  Congress  directed  that  the 
program  be  conducted  to  "assure  the  availability  of 
adequate  telephone  service  to  the  widest  practicable 
number  of  rural  users  of  such  service." 


In  1950,  according  to  U.S.  Census  figures,  only  38.2 
percent  of  the  farms  in  the  United  States  had  tele- 
phone service  of  some  kind.  A  considerable  portion 
of  this  service  was  inadequate  and  of  low  quality. 
Modernization  and  expansion  programs  were  limited 
because  the  type  of  financial  assistance  required  was 
not  generally  available  to  local  telephone  systems. 

Establishment  of  the  REA  telephone  loan  program 
made  available  a  needed  source  of  credit  and  gave 
fresh  hope  to  people  in  rural  areas  for  full  telephone 
coverage,  with  high-quality  service.  An  estimated  74 
percent  of  the  Nation's  farms  now  have  telephone 
service,  and  about  90  percent  of  this  service  is  dial. 
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WHAT  HAS  BEEN  DONE 

REA  has  approved  a  cumulative  total  of  $930.4  mil- 
lion in  loans  to  584  commercial  companies  and  213 
cooperatives  to  finance  telephone  facilities,  including 
450,578  miles  of  line,  to  serve  1.8  million  rural  sub- 
scribers. Almost  $752.1  million  of  the  funds  has 
been  advanced  to  the  borrowers  to  pay  for  construc- 
tion completed  or  under  way  or  for  other  costs  in 
providing  modern  telephone  service  to  rural  families. 

The  borrowers,  located  in  46  States  and  the  Virgin 
Islands,  presently  serve  about  1.4  million  of  the  sub- 
scribers and  operate  365,000  miles  of  line.  An  esti- 
mated 3,180  REA-financed  modern  dial  telephone  ex- 
changes have  been  placed  in  operation  by  700  of  the 
borrowers. 

REPAYMENTS 

REA  telephone  borrowers  have  made  a  total  of  $95.5 
million  in  payments  to  the  Federal  Government  on 
their  loans.  This  includes  $44.3  million  repaid  on 
principal,  $44.2  million  paid  in  interest,  and  $7.0  mil- 
lion paid  ahead  of  schedule.  Six  borrowers  are  over- 
due in  payments  amounting  to  $230,560. 

COMMUNITY  DEVELOPMENT 

The  REA  electrification  and  telephone  programs  have 
improved  living  conditions  for  rural  people,  increased 
yields  in  agricultural  production,  established  new  pay- 
rolls in  farming  communities,  created  a  new  multi- 
billion-dollar  market  for  electric  wiring,  appliances  and 
equipment,  and  broadened  the  tax  base  through  stim- 
ulation of  new  production.  REA  encourages  its  bor- 
rowers to  participate  in  rural  areas  development  ac- 
tivities which  will  increase  job  opportunities  and  raise 
income  levels  in  rural  communities. 
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